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TAGS: ECON Cl AFSP ALOW 

SUBJ: PRICE RISES IN KEY CONSUMPTION AREAS SPUR 
GALLOPING INFLATION 

REF: A) SANTIAGO 2372; B) SANTIAGO 2531; C) SANTIAGO A-56 
D) SANTIAGO A-99 

1. THE CONSUMER PRICE INDEX (CPI) ROSE 87 PERCENT DURING 
THE FIRST FOUR MONTHS OF 1974 (REF B). IN LATE APRIL PRICES 
INCREASED FOR BEER AND SOFT DRINKS (50 PERCENT) AND DETERGENTS 
(81 PERCENT), SO THAT THESE INCREASES WILL FALL MAINLY IN MAY 
CPI COMPUTATION. A MAY 1 NATIONWIDE WAGE READJUSTMENT 
(MINIMUM OF 30 PERCENT) WAS FOLLOWED BY ANOTHER WAVE OF 
PRICE RISES AS BUSINESSES SOUGHT TO PASS ON INCREASED COSTS. 
SINCE VERY FEW PRICES ARE CONTROLLED IT IS HARD TO DETERMINE 
THE AMOUNTS (SEE REF C FOR LIST OF PRICE CONTROL ITEMS). 

2. BETWEEN MAY 15 AND MAY 25 ANOTHER SERIES OF GOC 
AUTHORIZED PRICE INCREASES TOOK PLACE: PUBLIC TRANSPORTATION 
(100 PERCENT); TIRES (100 PERCENT); SIX FOOD ITEMS INCLUDING 
POWDERED MILK, CONDENSED MILK AND SOLUBLE COFFEE (20 TO 
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40 PERCENT); GASOLINE (WEIGHTED AVERAGE OF 75 PERCENT); 
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HEATING OIL (62 PERCENT); KEROSENE (60 PERCENT HOME DELIVERY, 

8 PERCENT AT THE PUMP); BOTTLED GAS (13 PERCENT); AND CITY 
GAS (330 PERCENT). THESE ITEMS COMBINED WILL DIRECTLY ADD 
6.17 POINTS TO THE CPI DIVIDED BETWEEN MAY AND JUNE, WITH 
IMPORTANT AND CONTINUING INDIRECT EFFECTS AS MORE EXPENSIVE 
FUEL AFFECTS PRODUCTION AND DISTRIBUTION COSTS. RELATIVELY 
SMALL INCREASE IN PRICE OF KEROSENE AT THE PUMP IS INTENDED 
BY GOC TO REDUCE IMPACT ON LOWER INCOME GROUPS WHICH 
DEPEND HEAVILY ON THIS FUEL FOR COOKING AND (DURING PRESENT 
WINTER MONTHS) HEATING. 

3. EMBASSY ESTIMATES THAT MAY INFLATION RATE WILL BE AT 
LEAST 20 PERCENT. IN JUNE ELECTRICITY RATES WILL INCREASE BY 
ABUOUT 200 PERCENT AND THE PRICE OF POTABLE WATER WILL RISE 
BY 107 PERCENT. WE ARE TOLD THAT BREAD PRICES WILL ALSO BE 
RAISED SHARPLY. THESE ITEMS HAVE HEAVY CPI WEIGHTS. WITH 
THESE INCREASES, COMBINED WITH THE CARRYOVER FROM THE MAY 
PRICE RISES, WE ANTICIPATE JUNE INFLATION WILL REMAIN VERY HIGH 
ASSUMING MAY AND JUNE RATES BOTH AT 20 PERCENT, INFLATION 
FOR FIRST SIX MONTHS 1974 WILL AMOUNT TO NEARLY 170 PERCENT. 
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